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•TAXATION  OF  INSURANCE  CX)MPANIES 

FOR  REVENUE." 


The  distinguished  English  economist.  Professor  W.  S.  Jcvons, 
has  rfliiiarke4  that  4  ]upd  of  intellectual  vertigo  attacks  all  who 
treat  the  faUi  theme  of  money.  The  rtatement  is  no  less  true. 
I  believe,  when  taxation  is  the  subject  under  discussion.  Legis- 
lators  and  state  ofitciaU  in  particular  ami  the  public  in  general 
se«ni  to  lose  their  heads  when  this  subject  is  up  for  (tactical 
ron^i'dwfl^ioi!^  Skilled  politicians  a^d  hard-headed  business  men, 
who  w  a£custooMd  to  sudbmit  every  inoportaat  [nropqiitioii  to  ihe 
acid  test  of  common  sense,  will  make  the  most  egregious  blunders 
ao^  will  seemingly  tturow  to  the  wiocls  their  native  logical  endows 
mmU  when  they  are  called  upon  to  provide  an  eqiutaUe  oiethod 
of  securing  revenues  to  meet  the  demands  of  the  state.  The  sub- 
ject, of  courset  is  not  a  unpk  one,  as  is  well  illustrated  by  the 
divergence  of  opinion  among  economists  diemselves,  even  as  regards 
its  most  elemental  principles.  The  literature  upon  the  subject  is 
replete  with  evidences  of  this  fact;  and  even  the  four  nuadms 
respecting  taxation  set  forth  by  Adam  Smith  have  been  hacked  at 
until  scarcely  a  splinter  remains  intact,  although  they  were  very 
gencirally  concurred  in  by  econooikts  immecfiatdy  subsequent  to 
Smith  and  were  thought  to  have  become  classical.  They  have 
hem  quoted  over  and  ovor  again  as  if  they  contained  truths  of 
great  moment;  but,  if  carefully  analyzed,  they  sem  raHrely  in- 
adequate to  the  economist  of  to-day. 

Whatever  may  be  the  divergence  of  opinion  among  the  authori- 
ties wilh  leitMCt  to  the  principles  that  should  undnrUe  a  system 
of  taxation,  there  is  little  or  no  difference  of  opinion  among  the 
laity  as  to  the  undesirability  of  paying  any  taxes  wiiatever.  Aside 
from  a  general  acceptance  in  the  abstract  of  the  necessity  of  levy- 
ing taxes  and  the  necessity  of  somebody  paying  them,  we  are 
j41  of  us,  as  iQifiwiduals  or  as  wanagiiig  <^kials  of  corporations. 


either  consciously  or  unc<Hi8ciously  making  every  efFort  to  bear 
as  tittle  of  that  burdka  as  possiUe. 

This  papor,  howevw*  is  not  a  iJea  for  the  total  ezanptioii 

of  insurance  companies  from  taxation;  it  is  only  just  that  Ac 
insurance  companies  should  be  taxed  suficiently  to  pay  for  the 
insurance  dcpartmeirts  of  their  respective  states  amd  Am  relieve 
the  state  of  an  expense  to  which  they  subject  it.  They  should  not, 
however*  be  taxed  in  excess  of  thu;  for  a  tax  on  insurance,  caus- 
ing, as  it  does,  an  increase  in  die  coM  of  insurance  to  Ae  assured* 
and  so  lessening  the  amount  of  insurance  purchased,  is  an  anti" 
sodid  lax.  bk  rtates  where  the  present  tax  is  m  eaoess  of  ^ 
minimum  necessary  to  cover  the  expense  of  Ae  insurance  ckpart- 
ment,  the  tax  should*  therefore,  be  reduced  to  such  an  amount. 
And  furthermore,  this  amount  should  be  raised  by  iMant  «f  a 
general  state  tax — no  recourse  being  had  to  the  various  local  and 
special  fmms  of  taxation  by  which  insurance  companies  are  now 
harrassed.  This  general  tax  should  be,  as  f«r  as  practicaMe, 
uniform  as  between  the  various  classes  of  insurance  companies  and 
die  (fitfierent  states  wheie  lack  oi  such  unif <»ni^  frequently  causes 
the  enactment  of  retaliatory  laws. 

Such  a  reduction  in  the  amount  of  the  tax  on  insuraince  com- 
panies could  be  easily  obtained  did  the  policy-holders  and  legis- 
lators understand  by  vAiom  this  tax  is  really  paid.  I  find,  how- 
ever, that  there  is  a  very  general  misconception  on  the  part  of 
the  l^islators  and  crtizens  of  the  various  states  as  to  who,  ultimately, 
bears  the  burdm  of  the  taxes  upon  insurance  omipanies.  Th^ 
almost  uniformly  ,  argue  that  the  money  is  taken  not  from  the  people 
of  thdr  state,  but,  for  the  most  part,  from  insurwce  corporaticms 
of  other  states;  that  the  Texas  tax,  for  instance,  is  drawn  largely 
from  companies  chartered  in  New  York*  Connecticut,  Massachu- 
setts, Maryland  or  Illinc9s;  and  that  omsequently  the  people  of 
Texas  are  just  to  that  extent  relieved  from  the  burden  of  taxation. 
Nothittg^  could  be  farther  f nxn  the  tntth  or  more  illogical  than  such 
a  statement.  An  insurance  company,  in  whatever  state  dinfered, 
of  its  very  nature  is  only  a  ''handler'*  of  the  premiums  that  it 
ooUects  from  pdicy4KJd«[^.  It  <loes  not  create  values  in  the  mm 
^Sense  tfiat  a  shoe  factory  does.  It  merely  collects  premiums  from 
the  many  to  pay  a  large  percentage  of  them  out  again  to  the  few 


who  are  unfortunate  enough  to  meet  with  accidents.  Stated 
^fitfere&tly*  die  insurance  cooBpany  is  nodnng  note  diaa  a  tin  wing 
house  as  between  die  many  who  purchase  insurance  to  protect  them- 
selves against  future  catastrophies  and  the  few  of  their  number  who 
aetsaflty  OMCt  with  such  ctfastrophies — the  only  pertenfage  d  mdk 
purchase  money  (premiums)  retained  by  the  insurance  company  is 
theft  necessary  to  ensure  a  fair  return  to  invested  capital  and  to 
.  pay  ^  costs  of  ^  business. 

Those  who  argue  dnis  illogically  (that  taxes  collected  from 
insurance  companies  foreign  to  their  state  do  not  come  out  of 
their  own  pec^le)  lose  sifl^t  of  a  veiy  important  fact  A  going 
concern  must  load  every  item  of  additional  expense  upon  the  costs 
to  the  policy-holder — otherwise  it  would  either  show  no  adequate 
return  to  capital  invested  or  would  "go  broke**  in  diort  order; 
for  free  and  spirited  competition  between  insurance  companies  has 
already  reduced  the  costs  of  die  busmess  as  low  as  possible*  so  that 
no  saving  can  be  effected  in  them  towards  paying  the  tax.  If  a 
tax  is  imposed  upon  the  companies,  there  is  nothing  for  them  to  do 
but  to  load  the  ammint  of  die  tax  upon  die  prenuums  charged 
to  the  policy-holder.  And  only  to  the  extent  that  this  increase  in 
the  cost  of  premiums  prevents  the  as  yet  uninsured  from  becoming 
iMMMct  or  die  akeady  msmed  from  purdbasn^  a«klitioBal  insur- 
ance, does  the  tax  affect  the  insurance  company.  If  the  assured 
pays  one  hundred  dollars  ($100.00)  annually  for  a  peiMnal  acci- 
dent kisurance  policy — ^  e&A  of  whidi,  if  tibete  were  no  tax* 
would  be  ninety-three  dollars  ($93.00)— 4iis  power  to  purchase 
mm  insurance  is  leseened  fay  exa^y  die  amoimt  of  the  tax.  When 
Ohio  collected  from  insurance  con^mies  in  1912  a  million  and 
a  third  dollars  in  taxes*  the  companies  were  compelled  to  load 
jusi  diat  additional  amount  upon  dieir  premiums;  and*  by  dkiing 
so,  lessened  the  annual  power  of  the  policy-holders  of  Ohio  to 
purdiase  additional  insmrance  of  a  miUim  and  a  Uiird  doUars. 
It  is  in  dus  way  diat  the  tax  affects  die  insurance  conqianies;  it 
lessens  the  amount  of  insurance  purchased. 

The  real  incidence  of  the  tax  upon  insurance  OMlVMUues  is 
thus  durust  i^ott  die  pdi^F-hoIder  in  kiaeased  prenimns;  or  dse* 
in  case  competition  for  die  time  being  interferes  with  the  smooth 
wwldag  of  economic  lawa»  the  financially  weaker  coMpnMsa  are 
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diiv<n  to  ft  poiat  belaw  the  mar|^  q£  ^^cial  safety.  This  leads 
me  ta  make  the  statemoit,  somewhat  paiwthetkaUy,  that  it  Is 

never  to  the  interest  of  the  public  in  general  or  the  policy-holder 
that  intMaace  eoofMiaks  1I1011I4  be  indiiGed  to  charge  very  low 
premiums  or  insurance  rates;  it  is  rather  very  mudi  indeed  to  dieir 
interesU  that  the  companies  should  be  compelled  to  charge  adequate 
imwance  rates — and  by/'adequate"  I  rnaan  fates  that  wiU  iiwife 
their  financial  solvency.  The  public,  instead  of  urging  legislation 
OHqiKjliiig  a  reduction  in  insurance  rates  irrespective  of  con$idera- 
tkms  of  safety,  should  on  the  contrary  urge  their  legislators  to 
enact  laws  compelling  insurance  companies  to  charge  adequate  rates. 
For,  in  the  last  analysis,  insurance  is  nothing  more  or  less  than  a 
special  manifestation  of  ^  or<lmary  principal  of  banking.  We 
have  fairly  good  laws  controlling  the  conduct  of  banks — the  whole 
obfect  of  sttdi  laws  bong  to  coiiserve  ^  financial  reafxmsibility 
of  such  banks  in  the  interests  of  the  depositors  and  of  the  public. 
WhM  should  we  think  of  a  law  requiring  banks  to  charge  no  more 
than  dtiree  percent,  interest  when  five  or  six  paceot.  is  the  measure 
of  the  money  market  conditions  in  a  particular  locality?  Or  of 
a  law  peimkting  banks  to  lend  out  all  of  their  mmy  and  pro- 
hibiting them  from  estabBshing  adequate  reserves? 

That  the  policy-holder,  in  the  last  analysis,  must  indisputably 
pay  the  insurance  tax  is  a  fact  recognized  by  the  insurance  officials 
of  most  of  the  states.  Tiiey  kaire  declared  tbtflisalves  to  that 
effect  upon  numerous  occasions  and  in  numerous  reports.  A  great 
deal  of  credit,  too,  is  due  them  for  their  courage  in  thus  expressing 
frankly  their  convictions;  for  they  realize  bettw  than  any  one  else 
the  danger  of  advocating  an  unpopular  cause  and  of  running 
cmttiter  to  wkat  many  stMe  i^eials  and  kpslators  believe  to  be 
the  best  interests  of  thdr  state.  Many  of  the  insurance  commis- 
sioners are  appointed  by  the  governor,  some  are  elected,  and  all 
are  m»M  or  kss  sdbjeet  to  popular  rlamor  as  to  the  leaith  of 
their  tenure  of  office.  Therefore,  it  is  a  real  act  of  courage  for 
them  to  put  themselves  on  record  in  the  unqualified  manner  in  which 
they  have  done  so;  for  they  have  nothing  iinniediitte  to  giftin  by 
such  advocacy,  and  in  some  cases,  much  to  lose. 

In  the  thirty-eighth  annual  report  of  the  Michigan  Insurance 
Dgpaitwwil»  tM  tgivfmm  ^  '»  *'f<FMH»  daul"  fw  evefybody* 
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Jmms  V.  Barry,  then  Commissioner,  wrote  as  follows: 

'  *'It  will  be  seen,  therefore,  that  during  the  last  fiscal 

year  Michigan  collected  from  the  insurance  companies 
autiMmzed  to  trmsatt  Ixinness  in  this  state,  $464,871.02 
in  excess  of  the  total  cost  of  conducting  the  insurance  de- 
ftg^mmt  of  ifae  jtale.  The  iipsiptr  #f  bm  Md  tases 
annually  paid  by  the  insurance  companies  to  the  various 
.stat^-of  the  Union  is,  in  round  numbers,  $12,000,000.00 
(appMximato^  $20^.00aO0  in  1914)  ittAOm  Am  oa« 
of  maintaining  the  several  insurance  departments  is  but 
$2«000ii000.00.  Inasmuch  as  all  this  vast  sum  is  paid 
by  policy4iolders  in  the  shape  of  mcmaned  rales*  ^  lust^ 
ness  and  expediency  of  the  tax  is  a  matter  worthy  of  serious 

GmnttsmMier  James  R.  Young  of  N<Mrdi  Carolina  ex|msses 
himself  very  much  in  the  same  way  in  his  rq>ort  on  1912  business. 
I  quote  a  paragrai^  as  fdUknvs: 

**As  has  been  stated  frequently  by  the  Insurance  Camr 
missicmer  in  his  reports  and  rccommmdatinnst  he  has  not 
undertaken  to  run  the  department  for  revenue.  The  Com- 
missionrr  and  those  viho  have  had  occaaon  to  Jook  into 
the  matter  are  satisfied  that  more  good  is  arcomplished 
for  the  state  and  her  citizens  by  a  proper  superyisipn  of 
the  business  ikm  bgr  lipe  coUaolipn  of  taxes," 

An  additicmid  refoence  will,  I  bdieve,  suffice  to  diow  die 

attitude  of  insurance  commissioners — I  refer  to  the  Thirty-third 

mbmI  Npoit  (hmmm  «l  1914)  «l  Hta.  D.  M.  Ralph  of 

Colorado: 

"The  face  and  tanet  coUactod  by  this  dspartmcMt 
are  fifteen  times  mote  than  the  cost  of  its  (^ration.  In- 
asmuch as  the  two  percent,  tax  oa  premiums  paid  for  in- 
summra  piotecticm  is  a  tax  iqxm  the  insuring  public,  and 
is  expended  for  purposes  other  than  the  supervision  of 
insurance  companies,  it  is  an  injustice  to  the  citizens  of 
G>locado  and  I  «aooBinMmd  that  it  be  reduced  to  one 
pancnt.    This  suggestion  is  in  conformity  with  a  uniform 

mvmmm  tbrnsihoi*  4faa  UaM  Slates  to  iMpialiTC  the 

ft 
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taxes  of  insuraace.  ccHupuiies  i&t  Ae  vaiiout  italM.  One 

percent,  with  the  other  fees  would  still  leave  an  income 
that  would  provide  for  ell  operttuig  expenses  of  the  de- 
partment and  for  any  imfwaeen  coitQigencies  diet  miiM 
arise." 

Thus,  with  few  exceptions,  the  commissioners  criticise  the  tax 
on  die  ground  diet  it  is  paid  hj  die  policy4iolder^--«s  ene  might 
put  it,  by  the  consttmer  of  the  insurance.  "But  why  nct>"  ask» 
die  studeiU  of  ecmKmucs.  "So  die  tax  on  any  commodity — cigars 
or  liquor  or  whetever  it  may  be-— is  paid  by  the  consumer  of  thet 
nodity.  Why  is  this  so  undesirable  in  the  case  of  the  tax 
bsurance?"  Precisely  because  diis  tax,  being  paid  by  die 
policy-holder,  is  a  tax  on  two  of  the  greate*  of  social  virtues — 
dirift  and  providence  for  the  want  attendant  upon  calamity. 
**Human  misfortune  and  sorrow,**  said  E.  E.  Rittenhouse  when 
Colorado  G)mmissioner  of  Insurance,  "are  made  to  pay  tribute  to 
the  state  treasury.  It  is  true  that  the  tax-gatherer  is  not  at  the 
bedside  of  die  sick  or  injured,  or  of  die  dying,  demancyag  for  die 
state  its  calamity  tax.  It  is  collected  in  advance  from  the  premiums. 
Why  should  the^slate  tax  this  man  (die  insurer)  for  his  most  wordiy 
and  commendable  act  in  guarding  his  family  firrnn  miwry  «id  wrat 
after  he  has  passed  away?  If  this  is  a  fair  and  honorable  thing 
to  do,  would  it  not  also  be  fair  and  honorable  to  demand  a  port* 
of  the  contents  of  the  contribution  boxes  at  our  churches,  for  these 
otferings  are  oft^  also  collected  for  the  benefit  of  the  sick  and 
injured  in  the  hospitals,  and  for  the  widows  and  the  orphans.  a» 
well  as  for  othsx  benevolent  purposes." 

Thomas  E.  Drake,  formerly  Superintendent  of  the  Insurance 
Department  of  the  District  of  GJumbia.  likened  the  tax  en  insure 
ance  companies  to  a  tax  on  schools  and  clirarches. 

"fifealth  and  accident  insurance,"  writes  the  Minnesota  Com* 
misiiooer  (Report  for  1912)  "is  the  poor  man's  insurance.  It 
has  well  been  termed  bread  and  butter  insurance." 


The  Missouri  Conmiissioner  says  in  his  1909  report: 

"Life  insurance  is  an  indispensable  incident  to  modern 
civilizatioD.  It  i»  an  equafizer  «Ded  foitune  and  oif 
misfortune ;  an  incentive  to  thrifty  and  performs,  in  a  large 


measure,  functions  which  odierwise  would  faU  upon  die 

-  Aidl -it  is  as  a  tax  on  dirift  diat  Robert  J.  Merrill.  Insurance 
Commissioner  of  New  Hampshiie.  <iilK«e.  die  tax  on  imur^ce^ 
His  recent  report  shows  such  an  insight  into  die  practical  sKk  of  tbe 
problem  diat  I  cannot  refrain  from  quoting  a  paragraph  or  two. 
as  follows: 

"This  department  has  MAed  into  die  stete  treawry 

during  this  fiscal  year  upwards  of  one  hundred  dwusand 
doMan.    The  Ije^aUtmt  appnpri«ted  for  its  maintenance 
$6,800 — a  clear  profit  of  more  diaa  $94,000.   Has  rtate- 
Wl  it  not  made  for  the  purpose  of  asking  that  any  partic- 
ular credit  be  9«en  en  acoeimt  of  dw  ebowing.  The 
revenue  was  collected  because  the  law  provided  it  should 
ileL   Tbeie  ^  no  ie«on  why  die  state  should  exact  these 
large  sums  each  year,  exacted      leear  die  insnnpce  com- 
puies,  but  reaUjf  from  the  citizens  of  our  ovm  state,  vho 
af^  Otriftp  mough  to  imme  their  future  independence 
in  some  degree.    But  diere  seems  to  be  little  reason  for 
espeedng  any  change  in  this  particular  as  long  as  taxation 
continues  to  be  based  upon  die  idea  of  9esm%  a»  much  as 
possible   from  convenient   and   defenseless  reservoirs  of 
funds,  the  tapping  of  which  does  not  apparently  interest  die 
man  with  the  vote.'* 

Commenting  upon  Mr.  Merrill's  statement,  an  insurance  eooi' 
pany  paper  (Travelleie)  uses  die  following  apt  iUusUation: 

"If  village  neirfibors  collected  $1,000  for  a  desti- 
tute widow  and  her  orphans  and  were  met  at  her  house  1^  a 
tax-gadierer  demanding  $70  he  would  probably  be  mobbed. 
Yet  lies  is  what  our  states  iake  from  every  $1,000  paid 
to  the  widows — and  all  becanse  agents  and  p<Jicy-liolders 
gtnd  by  and  tueat  to  ite  being  done,  and  some  pohcy- 
holdeit  even  censure  die  officers  for  endeavoimg  to  prenwnt 
.^iSMased  taxation  and  then  demand  cheaper  insurance. 

I  am  very  glad  to  say.  too.  diat  the  principle  advocated  by 
Mr.  Barry  has  been  fortified  and  ampUfied,  1^  one  of  his  succeiMn. 
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John  T.  Winship.  who  in  the  forty-fiflh  Michigan  report  (boameM 
of  1914)  fiiprr^w  himself  unequivocally  as  follows: 

"The  gross  receipts  of  the  state  imuranoie  department 

for  the  last  year  amounted  to  $737,973.42.  the  greatest  w 

Ae  hiitory  of  the  iiwiraaee  «fc|MyrlM«it  * 

This  would  not  be  so  bad  were  it  drawn  umforpily 
from  all  citizens,  but  it  is  only  drawn  from  the  provident, 
tlk^  wlio  realize  the  incesflty  of  insurance.  From  an 
economic  standpoint,  it  must  be  admitted  that  dMT  tantion 
of  msurance  premiums  is  a  tax  upon  thrift  and  prudence. 
So  long  as  the  department  can  be  snppoited  by  the  retalia- 
tory fees  exacted  from  insurance  companies  there  seems  to. 
be  little  practical  sense  in  exacting  the  enormous  taxation 
on  premium  incmne  from  tiie  companies,'  whoi  il  it  podlivdy 
known  that  in  making  the  premium  rates  they  add  the  taxa- 
tion cost,  aad  our  own  people  pay  it  -  If  insurance  were  a 
luxury  there  might  be  an  argument  iii  favor  of  diis  pecuKar 
method  of  doing  business,  but  it  is  not  a  luxury;  it  is  a 
necesdty.  L^e  imurance  rduim  the  drain  up«n  4he  poor 
funds  of  the  various  municipalities  and  counties  and  upon 
the  chmikdtU  kutUuiiom  of  the  state,  and  as  for  fye.  insur- 
ance its  abandonment  votdi  stop  Ae  »hce2s  of  eommefte,*' 

The  same  may  be  said,  with  pracfically  an  equal  amount  of 
truth,  of  the  various  classes  of  casualty  insurance.  As  a  matter 
of  fact,  the  National  CeB¥eiition  of  Insurance  CommissioiMm,  an 
organization  of  the  insurance  commissioners  of  all  the  states,  has 
fwm  time  to  time  declared  against  excessive  taxation  of  insurance 
companies  in  the  most  enf^atic  tenns.  , 

This  attitude  of  the  commissioners  is  well  fortified  by  the  best 
•eenoBUC  thought  upon  the  subject.  The  noted  EngUsh  economist, 
John  Stuart  MiU,  m  Im  "PaKiplet  of  Political  Ji^onomy';  (Vol. 
Ilr  page  463)  condemns  the  tax  upon  insurance  as  follows: 

"Some  of  the  taxes  on  contracts  are  veiy  penudous, 
ili^pfttwg  a  virtual  penalty  upon  transactions  which  ought 
to  be  the  poticy  of  the  legislator  to  encourage.  Qf  this 
sort  is  .  .  .  .  the  tax  on  insurance  (which  is)  a  direct 
disceuragaMnt  of  prudence  and  forethought  ....  If 
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diis  tax  (i.  e.  a  hei(»jr  hre  insurance  tax)  existed  in  France, 
w«  should  not  m^-  m  -w^  ^  ii  time  of  btr  pimoes»  ibe 
plate  of  an  insurance  company  on  almost  every  <iottage  or 
iMWgi  .  .  .  .  A  lax  of  so  extravagant  an  amount  %WNild 
be  a  he^vy  drag  upon  any  }ahits  of  jHOvidebce." 

The  economist,  McCuUough,  accepts  this  view  of  Mill,  whed 
he  itfltee  that  such  a  tax  "discourages  that  providence  and  fore- 
thettght,  encouragemort  of  which  oodtt  to  be  an  obfecft  with  aU 
prudent  governments;"  and  "Seeing  the  vast  importance  of  insurance, 
it.  jlM^  vett  be  doubted  mhether  il  ought  to  he  charged  viih  anjf 
dul%  hoi»ever  sUght." 

In  condemning  taxation  of  insurance  on  the  grounds  of  its 
being  a  "tax  on  thrift,"  I  do  not  mean  a  tax  on  money  saved  as  a 
resifb  of  thrift.  All  taxes  are,  in  this  sense,  taxes  on  thrift;  for.th^ 
must  be  drawn  from  the  surplus  of  wealth  over  and  above  diat 
requited  to  sustain  a  nyn»»""m  of  existence — a  surplus  which  is 
created  by  thrift.  YoU  cannot  collect  taiees  from  the  mia  who 
ha«.  nothing,  or  who  has  <Mily  just  enough  to  sustain  life,  unless 
you  leluni  it  to  him  in  the  form  of  charity.  In  condemmns  the 
taxation  of  insurance  as  taxation  of  thrift,  we  mean  of  die  ver^  act 
and  proces»  «f  thrifty  1^  which  the  assured  provides  against  future 
want  attendant  upon  catastraphy— whether  death,  ininifw  eidbess, 
or  the  destruction  or  loss  of  property  by  fire  or  other  accidental 
As  fiwiu  Ihe  tiuuy^^  ininriinGe  is  in  the  highest  degree 

anti-social' 

It  is  therefore  desirable  to  reduce  this  taxatimi  to  the  lowest 
practical  amount — that  is,  to  the  point  where  it  just  covers  the 
expense  of  the  stale  insurance  department.  To  what  extttrt  taxa- 
tion is  now  in  excess  of  this  amount  may  be  seen  by  a  cursory 
exanuniktion  of  the  r^xurts  of  the  sUte  d^Murtments. 

The  fees  and  taxes  collected  by  the  Cok>rado  and  New  Hamp- 
shire insurance  departmeirts  dnnng  1914,  for  insttnce,  were  more 
than  fifteen  times  the  cost  of  their  operation;  while  in  Mis^uri, 
in  i9&9  they  wetn  ahont  tMH^rwdme  and  a  hidf  times.  In  com- 
parison with  Georgia,  Iowa  and  OliM,  however,  ^hoAi  figures  sink 
into  insignificance,  for,  during  1912,  nearly  fifty  times  as  much 
wai  ti^  bj  Qkmia  fwm  <lie  iwniiinf  I'lianimimi  in  tmsm  as  was 
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needed  for  the  e^piM»s^  of  the  .dl^artment ;  while  in  Ohio  and 
Iowa  (1914)  k  was  aearijr  forty  And  fifty  time$  9$  anndb  mpeo 
tively.  There  are  a  number  of  other  states  that  have,  from  year  to 
y««r*  inmmi  msmim^  km  twe^ity  to  twenty-five  tipQ»  tlii^  amouiit. 

The  gross  receipts  from  the  tax  in  maoy  states  readi  a  high 

figure.  In  1912,  Ohio  collected  from  in^tiraace  companies  over 
a  milUon  and  a  third  dollars;  Iowa»  in  1914.  over  half  a  milUon 
dollars;  Wis«:onain.  1911,  over  tlin»^artei«. of  a  mOlioii  doUan: 
Michigan,  in  1913,  over  three-fifths  of  a  million  dollars;  while 
the  idatively  «mU  indnstriai  states  of  NoEth  CaroliBa  and  Okla- 
hcHna  collected  approximately  one-quarter  of  a  nfllioii  dolbcs  each 
on  1912  business,  and  Tennessee  and  Maryland,  over  four  hundred 
thousand  doUan  and  three  hundred  thousand  dollars  respectively. 
These  various  state  insurance  taxes,  taken  together  widi  fees,  etc., 
run  in  the  aggregate  all  the  way  up  to  seven  percent,  or  more  of  the 
gross  premium  iiM:Qme  of  some  classes  of  insurance  coo^mnies. 

Not  merely  in  quantity,  however,  but  in  kind,  the  present  taxa* 
ti«i  of  insurance  is  objectionable.  In  addition  to  the  state  per- 
centage tax  upon  gross  premiums  (minw,  usua^,  remsnmK^  pro- 
miums  and  returned  premiums  on  cancelled  policies) — averaging 
appioiimately  two  percent.— -there  are  collected  numerous  fees,  etc., 
by  the  state  and  local  governments.  These,  I  find*  include  mpf^emor 
mately  twen^-six  separate  kinds.  An  insurance  company  never  -ties 
a  scrap  of  paper,  secrares  a  stateiMart  of  my  kmd»  nor  cxeraMt 
any  of  its  legitimate  prerogatives  without  baring  to  pay  a  lee  or 
license  of  some  kind.  In  some  local  instances  such  payments  aggre- 
gate more  than  the  company's  receipts.  In  additkm  to  the  premium 
tax,  fees,  licenses,  etc.,  the  companies  have  to  pay  in  some  states 
franchise  taxes,  fire  marshall  taxes,  and  make  special  deposits  of 
cash  or  securities.  The  report  of  the  Virginia  Joint  Committee  <» 
Tax  Revision  has  a  paragraph  upon  this  subject  as  follows: 

"At  present  the  tevduut  derived  by  Chmfomi^ 
from  those  engaged  in  the  business  of  insurance  is  made 
up  df  a  miiltitudB  of  dijSerent  fees,  charges  and  taxes. 
Every  iiMurance  ccmipany  must  pay  the  cfaart«r  fees,  fran- 
chise and  registration  charges,  required  of  all  corpora- 
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aaodier  lax  for  the  support  of  the  Bureau  of  Insurance, 
and  a  $5.00  mmn^  fee  for  a  limm  certificate;  it  makes 
a  small  payment  for  the  care  of  the  securities  which  it  is 
requind  by  law  to  deposit  with  the  Treasurer;  it  pays  on 
il»  real  «8l«te  «Bd-4aa8ible  pioperty;  .it  pays  a  state  tax 
levied  on  premium  income;  it  must  make  to  each  municipality 
-  ^  piivflete  of  transacting  business  a  Ucense  payment 
which  varies  from  place  to  place  in  form  and  ■■Miimf  hut 
which  is  usually  levied  without  regard  to  the  amount  of  • 
huiinwii  dmwr  an4  m  addition  to  all  this,  a  company 
chartered  by  Virginia  must  pay  under  a  statute  Aal  is 
obscurely  worded  and  difficult  of  construction,  a  tax  on 
its  capital  to  the  state  and  to  the  locaUty  where  it  has  iu 
hnme  office." 

At  this  point,  I  cannot  avoid  the  temptation  to  indulge  in  a 
digiessioa  from  the  strict  limits  of  the  subjiect  of  this  paper  to  con- 
demn what  I  consider  to  be  possibly  the  most  objectionable  of  «U 
cb^rgg*  upon  the  income  of  insurance  companies — one  that  brings 
no  revenue  to  the  state  and  ccmfers  no  advantage  on  die  inmrng 
pij>1ic— I  refer  to  that  type  of  "graft"  that  has  been  fastened  upon 
msurance  cmnpanies  in  many  states,  namely,  the  compulsory  adver- 
tising of  abstracts  of  annual  financial  statements  m  newspapers  of 
various  cities  and  counties. 

More  than  half  our  states  require  such  pubUcation;  and  the 
requmnt  is  obviottsiy  a  fiagml  case  of  ^  :  agHidse  of  political 
influence  by  the  newspapers.  These  requirements  range  all  the  way 
ftwa  that  of  Delaware,  where  the  state  pays  the  cost,  to  that  of 
Marylisnd  where  such  afastraet  snnl  be  pnUisfaed  not  only  once  a ' 
week  for  three  consecutive  weeks  in  a  daily  newspaper  published 
in  the  city  of  Baltimore,  but  hke%vise  in  at  least  one  other  news- 
paper three  times,  and  also  in  a  newspaper  in  each  of  die  courties 
of  the  state  where  the  company  in  question  transacted  business  dur- 
mg  die  preceding  y^ur.  This  qiedes  of  unposition  goes  far  to 
iUurtrate  the  fact  that  insurance  companies  are  by  some  legislators 
considored  easy  and  legitimate  prey.  They  have  the  ready  money 
and  diey  are  net  in  «  liedtioQ  to  aveid  the  liimpf  wslves.  The 
imposition  of  such  burdens  as  this,  not  to  speak  of  the  large  and 

mmmA^'-^i^  4ain«>(i»'  no^  ^itoBtisM  jmth .  t)ie  iCoticitiiB,  m.  the 

at 


part  of  some  legislators,  of  the  premium  rates  chanised  by  insurance 
eempuAti  md  ^  ptmg  by  tkeM  legislators  of  drastic  and  un- 
reasonable laws  ostensibly  to  regulate  ihoM  raftes  bat  m  fact  to 
push  them  down  below  the  margin  of  financial  safety.  Our  legis- 
lators demand  that  insiiraiiee  cdmpuaa  Amm  km  and  less  for 
their  policies,  but  nevertheless  proceed  to  enact  laws  placing  not  <»ly 
addihonal  tax  burdms  upon  them,  but  likewise  unwarranted  costs 
such  as  Ike  Compulsory  pubiieatioii  oi  abstoads  of  finandai  state- 
.  Bients — all  of  which  burdens,  of  course,  mttst  be  reflected  ultimately 
m  tbe  additioaal  oert  of  iamranoe  to  the  policy^ioUeM. 

There  is,  however,  a  very  well  defined  sentimait  among  the 
insurance  commissioners  of  the  various  states  to  the  effect  diat  this 
lequirement  of  the  publication  of  abstracts  of  financial  statements, 
besides  raising  the  cost  of  insuraace,  it  is  abcolutely  useless.  As 
R|>resentative  of  this  intelUgent  and  fair  minded  attitude  of  ihc  in- 
svMBoe  nwiiiiiiiinncrn.  pennit  me  to  quote  from  the  thixty'lhisd 
annual  report  of  i4en.  D.  M.  Rolph,  CoraiUSBioQier  of  iMonmoe  «f 
Colorado,  as  follows: 

"The  laws  of  this  state  require  every  insurance  com- 
"  pany  doing  business  herein  to  publidli  in  a  newtptpa  of 
general  circulation  annually  a  synopsis  of  its  financial  con- 
d^on  and  a  cc^y  of  its  certificate  of  authority  from  the 
Commissioner  of  Insurance.  The  ComraissioBer  is  of  the 
(pinion  that  tltts  publication  is  of  little  value  to  the  citizens 
of  dns  iMet  is  «n  additioiial  caqpease  to  the  companies, 
and  is  ultimately  paid  by  Colon^  policy-holdets.  Jhm 
law  should  be  repealed.  This  recommendation  is  in  ac- 
coNUaoe  walk  ihe  vmfonn  mombI  dwouflhaiit  the  Lbitod 
States  to  ftpeal  similar  laws." 

I  could  quote  similar  expressions  of  opinion  by  insurance  com- 
missioners; but  I  think  the  one  quoted  above  is  sufficient  to  illustrate 
the  point.  It  is  an  imposition  almost  of  die  nature  of  a  niusance 
and  should  be  abated  by  all  rights  minded  citijiens  and  lej^lators 
at  -the  earlMst  possible  date. 

Tkfc  sffguMWit  ndsMwd  by  Aoac  ^  htHtetm  that  iwHTMitr 

companies  should  be  subjected  to  this  expense  (if,  perdiance,  Aey 
jrtlrnwff  fwy  ^        ia4knt  4he  public  in  genesal  and  poli^r-helders 


in  pHlitiiUr  of  the  staJt^  in  question  will  be  enabled  by  this  abstract 
of  financial  statements  to  4ll«mme  Um  Aemwlyes  not  only  the 
individual  financial  condition  of  the  companies  publishing  it  but 
lilcewise  their  relative  financial  condition.  That  argument  is  grounded 
on  three  false  assumptions,  namely.  Aat  the  pubUc  wUl  read  the 
statement;  and.  reading  it,  will  understand  it;  and,  understandmg 
it.  wilt  male  logical  deductions.  The  pubUc.  in  general.  mtUI  not 
do  any  one  of  these  three  things;  they  wffl  not  read  the  statement; 
they  would  not  understand  it  if  they  did  read  it;  and  they  would, 
as  a  rule,  not  arrive  at  accurate  conclusions  as  to  the  relative  financial 
merits  of  various  companies  even  though  they  grasped  llie  sigmficaaee 
of  the  individual  statcmento;  for  the  abstracts  published  are  so  brief 
and  the  subject-matter  so  technical  Aat  it  viroukl  probably  take  a 
gained  actuary  to  arrive  at  right  conclusions.* 

-    -  ■ 

Even  though  we  granted,  for  ihe  sake  of  argwnenl,  the  abffity 
of  ilie  ceaeral  pubUc  to  arrive  at  right  conclusions  from  the  publica- 
tion of  abstracts  of  financial  statements,  yet,  under  die  present  day 
sy^em  of  close  supervision  of  insurance  companies  by  state  depart- 
mmts  of  insurance,  such  publication  is  unnecessary  and  hence  waste- 
ful: the  Insurance  Commissioner  is  the  one  to  whom  the  public 
should  look  for  guidance  in  matters  of  this  kind.    He  has  the 
facts  and.  usually,  trained  actuaries  to  interpret  diese  facts.  Further- 
more, he  has  the  power  to  issue  and  revoke  the  licenses  of  insurance 
companies  of  odier  states  doing  business  in  his  state.  Consequently 
this  required  publication  of  abstracts  of  financial  statements  serves 
no  purpose  whatsoever :  except  that  of  harrassing  the  insurance  com- 
panies, already  subject,  as  we  have  seen,  to  the  vexation  of  a  score 
of  petty  forms  of  taxation  in  addition  to  the  general  state  tax. 

That  this  tax  burden  is  increasing  from  year  to  year  will  not 
admit  of  contradiction — the  annual  reports  of  the  commissioners 
diwnnitrttr  iku  lact  clearly.  Not  only  does  the  gross  amount  col- 
lected increase  (which  is  the  natural  oriteMM^  •  nwwal  inclease 
ia  the  volume  of  insurance  written)  but  either  the  percentage  of 
^  tax  ibell  mnvn  or  the  mmiber  of  kinds  of  tax — and  in  some 
cases  both.  An  analysis  of  the  bills  intiod«c«d  in  the  wmns 
U^thtMH^^  the  couQtiy  dwiiftg  the  past  few  years  will  demonstrate 
this  fact 
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Robert  Lynn  G>x,  Manager  of  the  Assodition  of  life  la- 
mtmnGt  PremintSt  m  hm  report  Ut  1915»  says: 

*'Tke  increase  in  measures  for  the  taxation  of  life 
insurance  companies  is  distinctly  alarming.  It  is  very 
evident  thiA  this  «tuati<ni  causes  public  unrest  aBM»g  tibe 
various  states  dealing  with  the  subject  of  taxaticm*  The 
increased  cost  of  conducting  state  govemmrats  must  be 
provided  for  in  scxne  way,  and  the  tendenqr  is  towards 
securing  the  additional  revenue  needed  by  taxing  life  in-* 
surance  coiqpanies.** 

(He  niii^t  have  said  **aU  kinck  of  insurance  conyaniwT*) 

♦ 

Mr.  Cox  also  points  out  that,  while  in  a  similar  period  tvro 
years  ago  the  tax  bills  introduced  numbered  only  3029  the  first  five 
wamA^cf  1915  fMrnhiced  734.  measures  of  tlwdMuncter^  AUioui^ 

not  all  of  these  bills  became  laws,  yet  a  respectable  percentage  of 
then  did* 

The  reasons  for  dns  increase  in.taxaticm  of  insurance  compames 

are  manifold;  but  perhaps  among  the  most  important  of  them  are 
the  well  pronounced  movement  toward  prohibition  of  the  sale  of 
liquor  resulting  in  die  loss  of  revemie  from  diat  source;  die  giro^^ng 
budgets  of  the  various  states;  and  the  more  general  appreciation  of 
the  legislators  of  the  golden  <vq>ortimities  afforded  them  of  grtting 
easy  and  ready  money  from  insurance  companies.  The  elimination 
of  the  liquor  traffic  has  brought  about  a  real  and  pressing  deficit 
in  the  revenues  of  a  number  ol  our  ^tetes;  and  iheir  legislators^  000-* 
pelled  to  look  around  for  new  or  augmmtable  sources  of  revenue 
to  fill  the  state's  dq^eted  mraey^chest*  naturally  tap  those  reser- 
vcirs  ^^lidi  expmcnce  has  shown,  produce  the  largest  $iq>ply  and 
furnish  the  least  resistance,  viz.;  the  insurance  corporations. 

A  good  iUustratkm  of  thU  fact  may  be  found  m  tbe  attibide 
of  the  \^rgiiHa  Joint  Committee  on  Tax  Revision  (to  vrhieli  refer- 
ence has  ahready  been  made)  which,  during  the  past  year,  has 
been  givn^  cooMdoraUe  attcBlicm  to  a  general  recmtttmcdon  <rf  liie 
tax  system  of  that  state.  The  members  of  this  committee,  at  pubHc 
HeariiigK,  tentatively  and  UDO&cially  expressed  the  opinion  that  tbqr 
diought  insurance  conqianiet  were  taxed  too  h^vily;  and  tliat  not 
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^ouid  the  general  tax  be  reduced  but  the  local  taxes  eliminated 
altoeidier.  Thk  lieir,  kofwever,  was  immediately  qualified  in  the 
statement  that  neither  proposition  would  recewe  tavMafaie  conidenr 
tioo  by  the  legislature,  for  a  fertile  source  of  state  revenue  would 
be  eliiniiatedl  when  ^  pmhUon  law  went  into  dffect  and  Ihe 
defidenc}f  would  have  to  be  made  up  in  "some  J»a^**  An  increase 
ia  tiie  tax  upon  redty  or  upon  local  manufacturing  indoitoies  would 
not  only  bring  aboirt  violent  reactance  on  liie  part  ol  ihete  iMt^Md, 
but  would  likewise  bring  about  political  retaliation.  They  thought, 
too.  dial  the  local  state  administrative  divisions  would  be  loath 
to  give  up  their  fertile  source  of  revenue  from  Ae  flmirance  cooar 
panies;  in  other  words,  that  the  "dog  had  the  heme  in  his  moom 
and  that  he  would  not  give  it  up  except  imder  eitreae  conpaUon.** 

Consequ«iHy,  aside  from  an  equalizataon  of  die  tax  as  be- 
tween ditferent  kinds  of  insurance  companies,  about  the  only  allevia- 
tion recommended  by  the  Virginia  Committee  in  its  icpoit  of  1914. 
was  "that  Ae  municipal  license  charges  be  abolished,  and  that 
Aese  and  other  payments  be  consolidated  into  one  tax  levied  on 
the  gross  iooamt  from  premiums  collected  m  Virgnua." 

'  Bodi  of  these  measures,  the  abolition  of  the  various  local  and 
special  tnet  d/OBesftiag  those  on  reaky)  in  favor  of  one  general 
state  percentage  tax  upon  net  premiunis,  Ot  bcMor,  upon  profits,  and 
the  equalization  of  the  tax  as  between  different  kinds  of  insurance 
con^anies,  should  be  adopted  Areugfaeut  the  eonatiy.  Equal^ 
desirable  is  the  establishment  of  uniformity  of  taxaHon  n  die  dftfennft 
strtes — the  lack  of  which  gives  rise  to  objectionable  retaliatory  laws. 
But  of  prime  importance  to  die  general  pubhc  as  wdl  as  ta  the 
policy-holder  and  the  insurance  company,  is  the  reduction  of  the  tax 
to  ffce  ^oi<  »here  it  v'Jl  juU  ca^  the  cost  of  the  siaU  departmenL 

How  is  this  most  urgent  legislation  to  be  brought  about}  WiU 
the  general  public  bestir  itself?  Not  till  it  is  educated  as  to  the 
true  anti-secial  nature  of  die  taau  Will  die  policy-holder  grapple 
with  the  problem?  Not  till  his  eyes  are  opened  to  die  fact  that 
tins  tax  is  paid  by  him.  Is  it  then  the  insurance  companies  which 
should  ttdw  die  niatler  up  widi  die  kgislature>  Any  agitadon  on 
their  part  would  be  discounted  as  the  natural  outcry  of  the  victfan 
the  tax. 
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The  course  which  I  urge  as  the  most  practicable  and  etfective 
is  the  following :  Let  the  insurance  compani^  uadqrt^e  to  educate 
tbt  pubiie  to  the  iact  thai  tbe  tax;  on  immmxe  is  m  thoroughly  anti- 
social tax;  and  the  policy-holder,  to  the  fact  that  the  tax  is  taken 
out  oi  his  own  pocket.  Then  th«~€o«ip«iiiM  nay  .ceate  tfaair 
labon;  dicy  will  have  made  their  cawe  the  cause  of  the  public  in 
general,  and,  more  particularly,  of  the  policy-holder.  The  public 
nd  dw  pobcgr-^Mlder  imU  dk>  ^  rest 

The  first  step  in  this  campaign  will  be  for  all  insurance  com- 
panies of  wh^eyer  class  to  combine  in  an  educational  alliance  for 
dtts  4>eeific  purpose.  In  ao  far  as  the  tax  problmi  is  concerned, 
the  interests  of  life,  fire,  marine,  casualty  and  surety  insurance  com- 
pimies,  if  not  entUEely  ideittical,  are  so  nearly  identical  that  they 
can  co-operMe  httramioo!^. 

I  would  suggest  a  small  general  committee  composed  of  repre- 
sentatives f f<»n  each  of  the  five  classes  of  buuness  mentioned  above» 
to  which  shall  be  entrusted  the  duty  of  planning  the  ways  and  means 
by  which  an  educational  campaign  can  be  best  conducted.  The 
machmery  afaready  exists  for  selecting  these  represeatative»— «adi 
class  of  insurance  having  its  legislative  or  underwriting  bureaus. 
Such  an  aliiaoce  and  such  a  awuBSttie,  having,  iwkbnMi  to  do  wMt 
Ae  DMtter  of  rates,  could  not,  by  any  stretch  of  ^  imagination, 
be  considered  as  coming  even  under  the  edge  of  the  most  stringent 
of  the  antMDOMpotiitic  state  laws;  and  the  raimf  of  luads  for 
such  a  campaign  would  be  a  matter  of  pro  rata  contribution  accord- 
ing to  premium  writing* 

This  edttcaticMial  annmittee  ^lould  poss«s  itself  of  every  right 
avenue  of  gaining  the  attention  of  policy-holders,  and  the  general 
pubUc,  some  of  which  avenues  I  take  the  lib^y  of  suggesting  as 
loUdws: 

1.  Commikmsh^At  which  prominent  men  lepre* 
senting  all  phases  of  political  and  economic  life  shall  be 
invited  to  speak. 

2.  Uifffatutt — Pubheation  and  iMidt  distnbtrtiao  of 

addresses  made  at  these  conventions  and  also  of  statistics 
and  graphic  arguments. 
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3.  Pink  Slip — notice  attached  to  every  polic) 
omtract  stating  just  what  part  of  the  premium  is  repre- 
sented by  the  taxes  paid  to  the  state  and  local  divisioBS 
thereof;  and  just  how  much  cheaper  the  premium  would  be 
if  these  taxes  were  removed. 

4.  Agents — ^Utilization  of  that  vast  army  of  capable* 
industrious  and  influential  representatives  of  die  insurance 
company*  every  one  of  whom  is  a  voter  and  many  of  whom 
are  eidier  pronunrat  in  their  localities  or  on  friendly  terms 

with  those  who  are  prominent 

.  5-  Social  Workers — Their  assistance  could  easily  be 
obtained  inasmuch  as,  wipng  imiversal  insurance  as  one  of 
the  preventatives  of  pauperism,  they  already  regard  any 
anti-insurance  measure  as  anti-social. 

Such  an  education  alliance,  with  such  ways  and  means,  cannot 
be  formed  too  promptly  for  the  liberation  of  the  insurance  company, 
the  policy-holder  and  the  general  public  from  the  toils  of  a  tax  so 
excessive,  so  ill  adjusted  and  so  anti-social. 

The  way  to  resume  specie  payment,  was  to  resume;  the  way 
to  begin  our  educabcmal  campaign,  is  to  begin. 


